This research uses a co-integration with vector error correction and Granger causality techniques to investigate the impact of transfer pricing on economic growth in Nigeria. Variance decomposition and impulse response function are adopted to add rigour. Correlation matrix and diagnostic tests are conducted to ascertain whether the results are biased. The empirical evidence reveals that the normalised long run equilibrium indicates that transfer pricing with unemployment variable negatively related to economic growth. The short run dynamics support the co-integration results by being appropriately signed and statistically significant. The Granger causality result indicates that transfer pricing does not Granger cause economic growth in Nigeria. Result on variance decomposition show that the predominant source of variation in output growth is economic growth. On impulse response function, result indicates that to a large extent the response of economic growth to transfer pricing is negative. Results from the diagnostic tests suggest that the long run, Granger causality, variance decomposition and impulse response results are not spurious.
Introduction
Transfer pricing is on the radar in both developed and developing countries and could be defined as the structuring and pricing of transactions between members of the same controlled group. Specifically, the concern is with cross-border transaction between parent companies and the subsidiaries or among different companies where income and expenses are allotted between or among tax payers in different countries. However, many countries including Nigeria also consider domestic transactions between affiliates. Transactions between parent companies and its subsidiaries cover the sale of tangible goods and the leasing or sale of intellectual property to provision of services. The abuse of transfer pricing by the foreign investors' has become a concern of Nigeria because of the significant amount of money in play. Put simply, Nigeria law on transfer pricing aims at retaining much of the profit derived from the exploitation of her resources and other business activity carried out in the country. This study is the first to investigate the impact of transfer pricing on economic growth in Nigeria using quantitative method.
Significant transfer pricing takes place in Nigeria via over-invoicing of imports and underinvoicing of exports (see Ajayi 1992, p. 6 and section 2 of this work). Over-invoicing of import is used by the multinational companies to repatriate profits from Nigeria which creates room for low company tax, while under-invoicing of export transaction is used by the foreign investors' to avoid or reduce export surcharges or to evade income tax to facilitate capital flight.
Trends and Magnitude of Transfer Pricing in Nigeria
To show how extreme over-invoicing of import can be, Trade Mark South Africa (2004) The aforementioned trade faking transactions are in million quantities which causes significant capital flight from Nigeria. Over-invoicing of import and under-invoicing of export represent a substantial source of transfer pricing and capital flight in Nigeria, with an average annual outflow of capital running to the tune of $386 million and cumulative total of $13.5 billion over the 1970-2004 period (Ajilore 2010, p. 92 (Bakre 2006, p. 16-19) . Nigeria is vulnerable to this strategy of tax avoidance and related capital flight because it lacks sufficient information from the parent company to be able to challenge transfer pricing and other forms of tax avoidance.
The Nigerian Tax Laws on Transfer Pricing
The key principle of transfer pricing is based on the arm's length rule which means that pricing term between related firms or companies in the exchange of goods and services should realise same result as if they are unrelated. Furthermore, related companies must act as if they are unrelated. The purpose of this requirement is to ensure that profit which should be liable to domestic tax does not become a gain to another country to which profit is shifted. Tax (i) The profits of a foreign company in Nigeria from any trade or business are deemed to be gotten from Nigeria. (ii) Where transactions between the companies are deemed fictitious, the profit can be adjusted by the tax board to reflect arm's length transaction.
Section 18 of the Nigerian Tax Law of 1990 clarifies on the meaning of artificial transaction as follows:
Where the tax authority is of opinion that a transaction is fictitious or would reduce tax payable by a company, it is required that such disposition should be adjusted and liable to tax as considers appropriate without ostracising companies involved in the fictitious transaction. This suggests that the tax authority is conferred with the onus of making adjustments where the internal pricing system of the related parties does not reflect the open market prices. In a nutshell, the implication of the aforementioned sections of the Nigeria laws is that the issue of determining transfer pricing with regards to Nigeria is a subjective judgement by the tax authority and makes adjustment to capture the arm's length treatment of intercompany transactions if it will instigate threats of tax avoidance. In Nigeria, some factors which can trigger recognition of transactions between companies as being at variance with arm's length principle and may in turn forces tax authority to subjective judgement are briefly discussed below.
The Presence of Intercompany Intangible Transactions
In Nigeria where there exist intangible transactions between companies that involves payment of huge amount of money for royalty by loss-making affiliate can trigger the suspicion of fictitious transaction for the purpose of transfer pricing by the tax authority (Oyedele et al. 2013, p. 3) . This raises the concern of whether the resident company in Nigeria is actually benefiting from the licensed intangible and the probability that the payment is a subterfuge for pretty repatriation of profits. Dec 2015 , Vol. 5, No. 12 ISSN: 2222 130 www.hrmars.com
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Transactions with Companies in Tax Heavens
Where the resident company in Nigeria have an intercompany transaction with controlling entity in tax havens, any payment made to the oversea company would raise the suspicion that it served the purpose of shifting income to tax heaven (Onyeukwu 2007, p. 3) . In computing the transaction at arm's length the transaction of the resident company in Nigeria is deemed to lack substance. Where the resident company in Nigeria have an intercompany transaction with controlling entity in tax havens, any payment made to the oversea company would raise the suspicion that it served the purpose of shifting income to tax heaven.
Subsidiary of a foreign Company
In Nigeria where there is a controlling interest by the parent company in the activities of the subsidiary company, tax authority will employ subjective judgement to declare it fictitious and make adjustment in the transfer pricing to make sure appropriate tax is paid. In Nigeria where there is a controlling interest by the parent company in the activities of the subsidiary company, tax authority will employ subjective judgement to declare it fictitious and make adjustment in the transfer pricing to make sure appropriate tax is paid.
Data, methodology and hypotheses
This study utilized time series data on economic growth, foreign direct investment and trade mis-invoicing from Central Bank of Nigeria various issues for the period of 1970-2004 due to lack of data before and after the aforementioned period, using Johansen co-integration and Granger causality method. Co-integration test is adopted because it can be used in a higher dimensional system where two or more variables do co-integrate and it takes into account the short run dynamics that exist among the co-integrating variables. Granger causality is also used to ascertain the direction of causality relationship. Diagnostic tests are conducted to ascertain whether the results are spurious, while variance decomposition and impulse response function are included to add rigour.
Research hypotheses
1. There is a long run significant relationship between transfer pricing and economic growth in Nigeria. 2. There is Granger causality relationship between transfer pricing and economic growth in Nigeria. 3. There is impulse response relationship between transfer pricing and economic growth in Nigeria.
Estimation of Transfer Pricing and Model Specification
For the estimation of transfer pricing, our methodology with the necessary adjustment is presented below: TP = FDI -CA (1) Where TP refers to transfer pricing, FDI refers to the net flows of foreign investment and CA represents current account balances. The right hand side of the equation shows the official or
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Dec 2015 , Vol. 5, No. 12 ISSN: 2222 131 www.hrmars.com recorded transactions reported in the balance of payment and so, transfer pricing implies the "unrecorded" capital outflows. In order to account for errors in current account data, adjustment needs to be made (Boyce and Ndikumana 2001) . The reason for the adjustment in current account data is that export and import data could be inaccurate due to the high rate of mis-invoicing of exports and imports (see Gulati 1987) . In countries where transfer pricing is high, it in incontrovertible to assume that trade mis-invoicing may be used as an opium for capital flight. The FDI in the equation could be captured by the residents acquiring foreign assets by over-invoicing imports and under invoicing exports. However, government policies may change both the import over-invoicing and export underinvoicing to opposite sides. According to Ajilore (2010) such reverse results in an understatement of the current account deficit and consequently leads to an overstatement of the residually derived capital flight estimates. Due to the presence of these counteracting effects, the net effects of trade mis-invoicing upon transfer pricing estimates can go in either direction. Hence, trade mis-invoicing data (proxy for transfer pricing) used in this study captures the discrepancies in the export and import invoicing. The equation below incorporates three independent variables for the purpose of investigating the impact of transfer pricing on economic growth in Nigeria.
= + + + (2) Where GDP (a proxy for economic growth), is GDP at current prices divided by implicit price deflator to take care of inflationary rate. TM is trade mis-invoicing (proxy for transfer pricing) and is the difference in export and import invoicing, while UN is the unemployment rate. The a priori expectation is that the second and third explanatory variables will exert negative impacts on the explained variable. 
EMPIRICAL RESULTS Unit Root Test Analysis
The reason for conducting unit root test is to ascertain whether the variables are stationary to ensure that spurious results are not realised. From Table 2 below, the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests indicated that none of the variables are stationary at level. It shows that. However, at first difference, all the variables are stationary when both Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests were used. Thus, the variables qualify for the next stage of test; co-integration test. Source: Author's calculation using E-View 8.0 With reference to Table 3 below, the lag length selected to investigate the long run relationship between transfer pricing and economic growth in Nigeria is 6. This lag length is selected because it gives positive and significant relationship between the dependent and the independent variables. Dec 2015 , Vol. 5, No. 12 ISSN: 2222 133 www.hrmars.com Table 4 shows that in both the trace and maximum-eigen value tests their statistics are greater than the critical values with p-values less than 0.05, which indicates that long run equilibrium relationship exists among the (LGDP, TM and UN) co-integrating variables. The long run equation result realised from co-integration test using E view 8.0 indicates that both TM (transfer pricing) and UN negatively relate to economic growth. The t-statistics are significant. So the first research question is accepted. It shows that transfer pricing exerts negative effect on economic growth in Nigeria.
Optimal VAR Lag Length
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Vector Error Correction Result
Results from the vector error correction result in Table 5 indicate that the error correction coefficient is properly signed at -0.295801 and significant. The coefficient indicates that a deviation of economic growth (LGDP) from the equilibrium in the long run caused by short run shock is corrected by 30% in each year. Thus, the short run dynamics does not contradict but rather supports the co-integration relationship that exists between the dependent (LGDP) and the independent variables (TM) and (UN). The coefficient of determination ( ) shows that 78% of variation in economic growth is explained by the variation in trade mis-invoicing and unemployment. Author's calculation using E-View 8.0
Granger Causality Result With reference to Table 6 , the causality test for the short run relationship between economic growth and trade mis-invoicing (TM) indicates that TM (transfer pricing) as well as UN does not Granger cause economic growth. Thus, the hypothesis which states that there is a Granger causality relationship between transfer pricing and economic growth is rejected. This is because the F-statistics and the p-values are not significant and not less than 0.05 respectively.
Variance Decomposition Analysis
The forecast error variance decomposition could be used to make inferences about the proportion of movements in time series due to its own shocks versus shocks to other variables in the system. Table 7 is the variance decomposition result and it shows that the variance of economic growth (LGDP) rates is caused by 100 percent by itself in the first year. In the second year the economic growth rates variance is decomposed into its own variance (96%). The own shocks of economic growth constitute a significant source of variation in growth forecast error in the time horizon, Dec 2015 , Vol. 5, No. 12 ISSN: 2222 136 www.hrmars.com ranging from 100 percent to 91 percent. Seven years after, variation in economic growth is accounted by trade mis-invoicing (TM, 5.43%) and unemployment (UN, 2.46%). In a nutshell, the changes in economic growth are mainly caused by its own variation. The salient feature of Table 7 above is that besides economic growth, the predominant source of variation in economic growth is trade mis-invoicing (transfer pricing) followed by unemployment.
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Impulse Response Analysis
Impulse response analysis shows the responsiveness of a dependent variable in a VAR to shocks from each of the variables. Response of LGDP to Cholesky One S.D. TM Innovation Figure 1 is the impulse response result. It shows the response of economic growth to shocks in trade mis-invoicing (transfer pricing). Figure 1 shows that the response of economic growth to transfer pricing is favourable only in second, fourth and fifth period. So the third hypothesis is accepted. However, it is negative in all other period. This shows that to a greater extent transfer pricing exerts negative effect on economic growth in Nigeria. The impulse response confirms the Granger causality result.
Correlation Matrix and Diagnostic Tests Analyses
The correlation matrix result in Table 8 in the next page shows that the explanatory variables are negatively related to economic growth. It further reveals that the values in the correlation matrix results for correlation are low which indicate that the long run, Granger causality, variance decomposition and the impulse response results in this study are not spurious. The variables also pass through other necessary diagnostic tests regarding heteroscedasticity, normal distribution and serial correlation. In all the results the p-values are greater than 0.05 which shows that the null hypothesis of no heteroscedasticity and no serial correlation is Dec 2015 , Vol. 5, No. 12 ISSN: 2222 137 www.hrmars.com accepted while the alternative is rejected, while the null hypothesis of no normality of error term is rejected and the alternative accepted. Source: Author's computation using E-View 8.0
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Conclusion and Policy Option
In this study we have presented an analysis of the long run and short run using co-integration and Granger causality respectively as well as variance decomposition and impulse response function to ascertain the impact of transfer pricing (using trade mis-invoicing as proxy) with one other variable (unemployment) on economic growth. All the econometric results indicate that transfer pricing exerts negative effect on economic growth in Nigeria. Thus, there is need for policy makers to shift policy in this direction. Government should try to go beyond arm's length method of checking transfer pricing and adopt other methods such as reduction in: ad valorem tariff, capital gain tax, petroleum profit tax and company tax to curtail foreign direct investment engagement in transfer pricing. This in effect will act as an incentive to investment and increase economic growth in Nigeria.
